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The  MTDC  Portfolio 

(as  of  3/31/87) 


Initial 


Company 

Location 

Industry 

MTDC 
Investment 

Investment 
Date 

ACCESS  TECHNOLOGY  INC. 

Natick 

Business  Software 

$250,000 

11/83 

AEONIC  SYSTEMS,  INC. 

Billerica 

Process  Control 

250,000 

1/84 

AMCARD  SYSTEMS,  INC. 

Hudson 

Card  Reader/Photo 
Identification 

200,000 

1/84 

AMDEV,  INC. 

Haverhill 

Medical  Instruments 

250,000 

12/83 

AMHERST  ELECTRONIC 
INSTRUMENTS,  INC. 

Haydenville 

Automation:  Broadcasting 

200,000 

2/87 

ASECO  CORPORATION 

Marlboro 

Automation:  Semiconductor 

250,000 

3/84 

ASPEN  TECHNOLOGY,  INC. 

Cambridge 

Chemical  Process  Simulation 

150,000 

12/81 

CAMBRIDGE  ANALYTICAL 
ASSOCIATES,  INC. 

Boston 

Hazardous  &  Toxic  Waste 
Analysis 

200,000 

3/85 

CGX  CORPORATION 

Acton 

CAD/CAM  Workstations 

275,000* 

8/82 

CHROMATIC  TECHNOLOGIES,  INC. 

Franklin 

Specialty  Fiber  Optic  Cabling 

250,000 

6/85 

COMPUTER  SOLUTIONS,  INC. 

Burlington 

Manufacturing  Software 

300,000* 

7/83 

CRYSTAL  SYSTEMS,  INC. 

Salem 

Materials  Science 

250,000 

10/81 

DISPLAY  COMPONENTS,  INC. 

Westford 

Video  Display  Deflector 
Yokes 

295,000* 

1/80 

FOTEC,  INC. 

Boston 

Fiber  Optic  Test  Equipment 

325,000* 

6/83 

ICON  CORPORATION 

Cambridge 

Automation:  Factory 

389,000* 

12/80 

INTERLEAF,  INC. 

Cambridge 

Publishing  Software 

200,000 

8/82 

LASER  ENGINEERING,  INC. 

Waltham 

Laser  Technology 

125,000 

3/83 

MICROTOUCH  SYSTEMS,  INC. 

Woburn 

Touch  Screen  Products 

250,000 

9/86 

OPTICAL  MICRO  SYSTEMS,  INC. 

Danvers 

Ophthalmic  Instruments 

200,000 

11/83 

PRACTEK  ASSOCIATES,  INC. 

Chicopee 

Educational  Communications 

225,000* 

7/83 

PROCONICS  INTERNATIONAL,  INC. 

Woburn 

Automation:  Semiconductor 

150,000 

7/82 

PUBLISHING  TECHNOLOGY  CORP 

Needham 

List  Management  Software 

25,000 

5/82 

RANDWAL  INSTRUMENTS,  INC. 

Southbridge 

Ophthalmic  Instruments 

204,000* 

12/82 

SKY  COMPUTERS,  INC. 

Lowell 

Array  Processors 

250,000 

8/82 

TACTICS,  INC? * 

Andover 

Mapping  Software 

280,000* 

2/85 

VITRONICS  CORPORATION 

Newburyport/ 
Newmarket,  NH 

Infra-red  Technology 

100,000 

5/83 

XRL,  INC. 

Norwell 

Automation:  Semiconductor 

250,000 

1/87 

XYLOGICS,  INC. 

Burlington 

Disc  Controllers 

362,500* 

4/80 

ZOOM  TELEPHONICS,  INC. 

Boston 

Telecommunications 

200,000 

8/85 

•Includes  subsequent  rounds  of  investment. 
l*Formerly  Geographic  Systems,  Inc. 


MTDC  Objectives 


•  To  help  create 
primary  employment 
in  technology-based 
industries  in 
Massachusetts 

*  To  attract  and 
leverage  private 
investment  in 
Massachusetts 
companies 


•  To  nurture 

entrepreneurship 
among  Massachusetts 
citizens,  planting  the 
seeds  for  long-term 
economic 

development  in  the 
State 


•  To  foster  the 
application  of 
technological 
innovations  where 
Massachusetts 
companies  are,  or 
can  be,  leaders 


AATDCs  Current  Portfolio  by  Industry 


Computer  Software 

and  Services  26% 

Computer  Equipment 

and  Peripherals       19% 

Factory  Automation 
Equipment  and 
Systems  19% 


Medical  Instruments    1 1  % 
Fiber  Optics  7% 

Telecommunications     7% 


Miscellaneous 


11% 


Report  of 
the  Chairman 
and  President 


The  Massachusetts 
Technology  Development 
Corporation  completed  its 
seventh  year  of  investment 
operations  on  June  30,  1986  as 
an  instrument  for  economic 
development  based  upon  a 
public/private  partnership. 
Among  the  major  accomplish- 
ments during  fiscal  year  1986 
were: 

•  Cambridge  Analytical 
Associates  and  Interleaf, 
Inc.  —  in  which  MTDC  made 
initial  investments  in  1985 
and  1982,  respectively — 
undertook  successful  initial 
public  offerings  of  their 
securities.  Six  of  MTDC's 
investments  have  now 
become  publicly-traded 
companies. 

•  MTDC  entered  into  an 
Investment  Management 
Agreement  with  the  Pension 
Reserves  Investment 
Management  Board  (PRIM). 
Under  the  terms  of  this 
agreement,  MTDC  will  invest 
$2,000,000  of  the 
Massachusetts  Pension 
Reserves  Investment  Trust 
(PRIT)  in  early-stage 
technology  companies  in 
Massachusetts  where  there 
appears  to  be  an  opportunity 
for  a  high  rate  of  return.  By 
the  end  of  fiscal  year  1986, 
MTDC  had  closed 
investments  of  PRIT  funds  in 
Business  Research 
Corporation  and  Aeonic 
Systems,  Inc.,  and  the  Board 
had  approved  investment  in 
Aseco  Corporation,  which 
closed  after  June  30,  1986. 
The  total  of  PRIT  monies 
invested  thus  far  is  $550,000. 


•  MTDC  initiated  a  Technology 
Enterprise  Task  Force 
comprised  of  several  MTDC 
Board  Members, 
representatives  of  venture 
capital  and  professional 
service  firms  and  MTDC  staff. 
The  purpose  of  the  Task 
Force  is  to  identify  obstacles 
and  define  potential 
solutions  that  would  help 
Massachusetts  research- 
oriented  companies  to 
become  product-oriented 
technology  businesses. 
During  fiscal  year  1986,  the 
Task  Force  analyzed  the  role 
of  the  federal  Small  Business 
Innovation  Research  Program 
(SBIR)  in  helping 
Massachusetts  companies  to 
fund  applied  research  and 
development.  Several 
suggestions  for  joint  efforts 
between  the  public  and 
private  sectors,  designed  to 
help  these  companies 
develop  as  enterprises  that 
will  attract  investment,  have 
begun  to  emerge  from  this 
analysis. 

•  MTDC  realized  gains  of 
$142,093  in  fiscal  '86  on 
equity  investments.  On  the 
other  hand,  MTDC  realized 
losses  of  $355,086  on  other 
equity  investments  and 
$568,281  on  other  debt 
investments.  The  cumulative 
realized  gains  on  equity 
investments  since  1980  total 
$934,654,  while  cumulative 
losses  on  both  debt  and 
equity  investments  total 
$1,089,751. 


•  It  is  MTDC's  policy  to  account 
for  its  investments  at  cost, 
but  it  is  important  to  note 
that  at  the  end  of  fiscal  1986 
there  were  unrealized  gains 
based  upon  the  market  price 
of  publicly-traded  securities 
held  by  MTDC.  MTDC's 
portfolio  included  at  June 
30,  1986  securities  in  four 
publicly-traded  companies 
whose  value,  based  upon 
the  market  bid  price  at  that 
date,  exceeded  $4,500,000 
and  represented  potential 
gains  of  over  $4,200,000. 
Since  the  market  value  of 
these  securities  fluctuates, 
and  since  MTDC  must  hold 
these  securities  for  certain 
periods  required  by  SEC 
regulations,  the  ultimate 
gains  or  losses  realized 
cannot  be  predicted  with 
certainty.  The  values  of  these 
publicly-traded  securities  are 
stated  at  cost  in  the  enclosed 
financial  statements. 

•  During  fiscal  year  1986,  in 
addition  to  the  three 
companies  in  which  MTDC 
invested  PRIT  funds,  MTDC 
added  one  new  company  to 
its  portfolio  —  Zoom 
Telephonies.  The  investment 
operations  of  MTDC  were 
slowed  during  the  first  half 
of  the  fiscal  year  because  of 
the  relocation  of  its  offices  to 
temporary  quarters  as  a 
result  of  a  fire  in  its  office 
building.  However, 
operations  resumed  pace  in 
the  second  half. 


Report  of 
the  Chairman 
and  President 


As  MTDC  examines  its  long- 
range  plans  and  historical 
accomplishments,  the 
Corporation  finds  itself  well- 
positioned  to  respond  to  the 
full  array  of  investment  capital 
needs  of  early-stage 
technology  companies. 

•  The  Equity  Investment 
Program  enables  MTDC  to 
act  as  a  catalyst,  leveraging 
private  "seed"  and/or  first- 
round  investment  in  start-up 
companies. 

•  The  Debt  Investment  Program 
provides  a  vehicle  for  long- 
term  loans  to  existing 
companies  for  their  early 
stages  of  expansion. 

•  The  Investment  Management 
Agreement  with  PRIM 
enables  MTDC  to  participate 
in  later  rounds  of  financing 
to  achieve  capital 
appreciation. 

•  The  Management  Assistance 
Program  provides  staff  to 
work  with  technology- 
oriented  entrepreneurs  at  the 
earliest  stage,  referring  them 
to  potential  private  sources 
of  finance. 


In  other  sections  of  this 
Annual  Report  the  reader  will 
find  descriptions  of  the 
objectives  and  economic 
benefits  of  MTDC's  activities, 
as  well  as  the  financial 
statements  for  fiscal  1986. 

Both  the  Board  of  Directors 
and  Staff  of  MTDC  are  pleased 
to  share  the  progress  of  and 
challenges  for  this  unique 
economic  development 
organization  of  the 
Commonwealth. 


Howard  N.  Smith 
Chairman 


John  F.  Hodgman 
President 


Economic  Benefits 


EMPLOYMENT 
Total  Annual  Payroll:     $53,000,000 


Disposable  Income 
$37,000,000 


State  Tax  Revenue 
$3,000,000 


Federal  Tax  Revenue 
$13,000,000 


MTDC's  primary  objective 
has  been  to  help  create 
employment  in  Massachusetts, 
both  within  the  companies  it 
helps  to  finance  and  among  the 
firms  that  provide  products  or 
services  to  these  companies. 
The  emerging  technology 
companies  that  MTDC  assists 
create  new  employment  to 
offset  declines  in  mature 
industries  and  older  technology 
companies.  In  addition,  these 


jobs  generate  tax  revenue  that 
is  important  to  finance  both 
federal  and  state  expenditures. 

At  the  end  of  FY86,  the  29 
active  companies  in  which 
MTDC  had  invested  since  1978 
directly  employed  over  2,000 
people.  The  estimated  total 
annual  payroll  of  these 
companies  exceeded 


$53  million,  which  generated 
an  estimated  total  annual  tax 
revenue  of  over  $13  million  to 
the  federal  government  and 
over  $3  million  to  the  State. 


Economic  Benefits 


INVESTMENT  DOLLARS 
Total  Investment:     $103,600,000 


Subsequent  Leveraged 
$58,200,000 


Initial  Leveraged 
$38,000,000   ' 


MTDC  Investment 
$7,400,000 


MTDC  seeks  to  leverage 
private  investment  in 
Massachusetts  companies.  This 
is  an  especially  important 
objective  with  respect  to 
venture  capital,  since  these 
funds  are  placed  in  potentially 
high-return  investments 
throughout  the  nation  and 
world.  Since  1980,  numerous 
technology-oriented  centers 
have  been  developed  across 
the  nation  and  world,  so  that 
the  Commonwealth's  companies 
have  experienced  more 
competition  for  venture  capital. 


At  the  end  of  FY86,  MTDC 
had  invested  a  total  of  $7.4 
million,  which  leveraged  over 
$38  million  of  private 
investment  at  the  initial  phase 
of  financing.  Subsequent  rounds 
of  financing  in  MTDC  portfolio 
companies  brought  the 
cumulative  private  dollars 
invested  to  $96,200,000, 
representing  a  leverage  factor 
of  $13  for  every  $1  of  MTDC 
investment. 

Innovation 

MTDC  has  the  opportunity  to 
foster  innovation  by  investing  in 
companies  whose  products  and 


services  are  new  and  often  at 
the  early  stages  of  market 
development.  In  some 
instances,  the  innovations 
provided  by  these  companies 
have  helped  to  create  new 
industries. 

At  the  end  of  FY86,  MTDC 
had  helped  to  launch 
innovative  applications  of 
technology  in  such  areas  as: 
computer-assisted  publishing, 
computer-integrated  process 
manufacturing  systems,  heat 
transfer  growth  of  large-scale 
crystals  for  semiconductor 
applications,  analysis  and 
remediation  of  hazardous  and 
toxic  wastes,  fiber  optic  testing 
equipment,  and  computerized 
data  management  of 
investment  research. 

Entrepreneurship 

MTDC  works  in  conjunction 
with  local  institutions  to  nurture 
entrepreneurship  among 
technologists,  attempting  to 
transfer  research  and 
development  in  laboratories  to 
commercial,  market-driven 
applications.  This  pool  of 
technology-oriented 
entrepreneurs  is  critical  to  the 
long-term  economic  vitality  of 
the  Commonwealth. 

Since  1980  MTDC  has 
provided  management 
assistance  to  more  than  200 
companies  by  critiquing 
business  plans  and  referring 
them  to  potential  private  risk 
capital  sources.  MTDC  has  also 
arranged  for  entrepreneurs  to 
present  their  ventures  at  the  MIT 
Enterprise  Forum  and  Start-Up 
Clinic  and  at  the  Western  New 
England  Enterprise  Forum.  Many 
of  these  companies  were 
ultimately  financed  by  private 
sources  without  any  investment 
by  MTDC. 


Investments  Approved 


Zoom  Telephonies,  Inc. 

Zoom  Telephonies  designs, 
produces  and  markets  voice 
and  data  communications 
peripherals  primarily  for  the 
smaller  office  and  for  the 
sophisticated  home-user 
market. 

In  August  1985  AATDC  made 
an  investment  of  $200,000  in 
Zoom.  The  investment  was 
part  of  a  $375,000  financing 
package  intended  to  help  the 
Boston  firm  bring  out  its  line 
of  advanced  voice  and  data 
communications  products. 

In  November  1985  Zoom 
introduced  the  Zoom/Modem 
PC  1200,  a  powerful  new 
modem  for  the  IBM  PC,  XT,  AT 
and  compatible  computers. 
The  PC  1200  was  an 
immediate  success.  By  May 
1986  the  Zoom/Modem  had 
established  itself  as  a  top 
contender  in  the  PC  modem 
market,  receiving  enthusiastic 
reviews  in  industry  leading 
publications  like  Infoworld,  PC 
Week  and  PC  World,  and  was 
chosen  by  Heath/Zenith  as  the 
modem  for  their  Heath/Zenith 
stores. 

In  August  1986  Zoom 
introduced  the  Zoom/Modem 
PC  2400,  a  higher-speed 
version  of  the  PC  1200.  By 
November  1986,  sales  of  the 
PC  2400  already  exceeded 
those  of  the  PC  1 200. 

The  introduction  of  three 
new  modem  products  in  1987 
will  make  Zoom  a  full-service 
modem  vendor  with  a 
compatible  product  for  every 
personal  computer  and  entry 
products  for  the  data 
communications  market. 


Aeonic  Systems,  Inc. 

In  April  1986  MTDC  invested 
$200,000  of  PRIT  equity  funds 
in  Aeonic  Systems,  Inc. 

Founded  in  1983,  Aeonic 
produces  and  markets  a  fault- 
tolerant  process  control  system 
which  continuously  monitors 
and  corrects  quality  variations 
in  plastic  sheet  material.  The 
system  is  designed  as  a  series 
of  modules,  building  a  total 
computer-integrated 
manufacturing  environment  in 
order  to  reduce  material  costs, 
increase  productivity  and 
create  savings.  The  fault- 
tolerant  nature  of  the  system 
allows  users  to  repair  any 
failed  piece  without 
interrupting  production. 

Joining  MTDC  in  this  third 
round  of  financing  for  the 
Billerica  firm  were  Corning 
Partners,  Arthur  D.  Little 
Enterprises  and  Massachusetts 
Capital  Resource  Company 
(MCRC). 

Since  MTDC's  initial 
$250,000  debt/equity 
investment  in  March  1984, 
Aeonic  has  grown  from  a  start- 
up company  of  three 
employees  to  over  fifty  and 
has  moved  to  larger  quarters. 

MTDC's  initial  investment 
has  leveraged  over  $2.2 
million  cumulatively  from 
private  investors  in  the  first 
and  second  rounds  of 
financing. 


Business  Research 
Corporation 

In  April  1986  MTDC  invested 
$200,000  of  PRIT  equity  funds 
in  Business  Research 
Corporation  (BRC). 

Established  in  1982,  BRC 
produces  INVESTEXT™,  a  full- 
text,  on-line  database  of 
company  and  industry 
research  reports  prepared  by 
leading  domestic  banking 
firms,  as  well  as  financial 
research  organizations  in  the 
major  industrial  countries 
worldwide.  The  reports 
provide  not  only  historical 
analyses,  but  also  short  and 
long-term  forecasts  of  sales, 
earnings,  R&D  expenditures 
and  market  share.  INVESTEXT 
coverage  includes  5,000  U.S. 
companies,  1,500  publicly-held 
foreign  companies,  and  50 
industry  groups. 

BRC's  subsidiary,  First  Call 
Corporation,  provides  a  real- 
time network  which  enables 
institutional  investors  to 
selectively  receive  morning 
meeting  notes  and  other 
internal  broadcasts  from 
leading  investment  banking 
houses. 

Joining  MTDC  in  this  third 
round  of  financing  for  the 
Boston  firm  were  Corning 
Partners,  CW  Ventures  and  a 
group  of  private  investors, 
bringing  the  cumulative 
private  investment  leveraged 
to  over  $3.5  million. 

Since  MTDC's  initial 
$210,000  debt/equity 
investment  in  August  1983, 
Business  Research  has  grown 
from  a  start-up  company  with 
16  employees  to  over  65  full- 
time  and  40  part-time 
employees. 


Investments  Approved 


DISCOM 

In  June  1986  MTDC  made  a 
follow-on  investment  of 
$45,000  in  Display 
Components,  Inc.  (DISCOM). 
This  investment  was 
accomplished  by  MTDC's 
exercise  of  its  warrants  to 
purchase  common  stock  in  the 
company. 

Founded  in  1971  and  funded 
in  1980  by  $250,000  from 
MTDC  and  by  $420,000  of 
private  capital,  the  firm 
designs,  manufactures  and 
markets  high  resolution 
magnetic  deflection  yokes  and 
stabilized  high  voltage  power 
supplies,  which  are  critical  for 
the  presentation  of  optically 
clear  and  precise  screen 
images  on  a  cathode  ray  tube 
(CRT).  In  July  1984  DISCOM 
raised  an  additional  $1.3 
million  through  a  successful 
public  offering  of  its  common 
stock. 

The  corporation  has  grown 
from  2  employees  to  120  and 
now  occupies  a  modern  30,000 
square  feet  of  office  and 
production  space  in  Westford, 
as  well  as  4,000  square  feet  of 
manufacturing  space  recently 
acquired  in  Orange. 


Aseco  Corporation 

In  July  1986  MTDC 
completed  a  $150,000  PRIT 
equity  investment  in  Aseco 
Corporation. 

Founded  in  1984,  Aseco 
develops,  manufactures  and 
sells  semiconductor  test 
handlers  for  surface  mount 
devices.  The  company's  first 
product,  the  Aseco  S-150,  is 
for  volume  production  and  is  a 
technical  breakthrough  for 
surface  mount  testing.  Since 
the  introduction  of  this  product 
in  May  1985,  Aseco  has 
installed  over  thirty  S-150s  at 
major  semiconductor 
manufacturers  in  both  the 
United  States  and  the  Far  East. 
Aseco  recently  introduced  the 
S-130  test  handler  for  early 
production  and  engineering 
characterization  of  surface 
mount  devices. 

Joining  MTDC  in  this  third 
round  of  financing  for  the 
Marlboro  firm  were  First 
Chicago  Capital  Corporation, 
Paine  Webber  Ventures, 
Turner  Revis  Associates  and 
John  Hancock  Venture  Capital 
Management. 

Since  MTDC's  initial 
$250,000  investment  in  1984, 
Aseco  has  grown  from  a  start- 
up company  of  three 
employees  to  over  thirty-five 
and  has  moved  to  greatly 
expanded  quarters. 

To  date,  MTDC's  investments 
in  Aseco  have  leveraged 
almost  $5  million  from  private 
venture  investors. 


Xylogics,  Inc. 

In  June  of  1986  MTDC  made 
a  follow-on  investment  of 
$112,500  in  Xylogics.  This 
investment  was  accomplished 
by  MTDC's  exercise  of  its 
warrants  to  purchase  common 
stock  in  the  company. 

Founded  in  1977  and  funded 
in  1980  by  $250,000  from 
MTDC  and  by  $750,000  of 
private  capital,  Xylogics 
designs,  manufactures  and 
markets  high-performance, 
high-quality  peripheral 
controllers  to  OEMs  and  system 
integrators  through  its  own 
direct  U.S.  sales  offices,  as 
well  as  those  in  Europe. 
Headquartered  in  Burlington  in 
28,000  square  feet  of  the  most 
modern  office  and 
manufacturing  space,  Xylogics 
presently  employs  170 
persons. 

Since  1980  Xylogics  has 
received  five  additional 
rounds  of  private  capital 
financing  totaling  $7,110,000 
and  a  significant  supplement 
to  its  original  bank  credit  line. 


MTDC  Publicly-Traded  Companies 


Name 


IPO  Date 


Exchange 


Initial  Invest- 
ment Date 


Product  Description 


Spire 

DISCOM 

Vitronics 

Pacer  Systems 

Cambridge  Analytical  4/86 

Interleaf 


12/83 

OTC 

11/79 

Alternative  Energy  — 
Photovoltaics 

7/84 

OTC 

1/80 

Video  Display 

Deflection  Yokes 

9/84 

OTC 

5/83 

Infra-red  Technology 

6/85 

British  Unlisted 
Securities  Market 

6/81 

Avionics 

4/86 

OTC 

3/85 

Hazardous  &  Toxic 
Waste  Analysis 

6/86 

OTC 

8/82 

Electronic  Publishing 
Software 

The  above  schedule  describes  each  company  in  which  AATDC  had  made  an  investment 
and  which  subsequently  undertook  an  initial  public  offering  of  its  securities. 


One  of  the  traditional  ways 
in  which  venture  capital 
investors  realize  a  return  on 
their  investments  is  through 
the  registration  and  sale  of  a 
portfolio  company's  stock  in  a 
public  securities  market.  By 
the  end  of  FY86,  six  of  the 
companies  in  which  MTDC 
invested  had  "gone  public." 

In  two  companies,  Spire 
and  Pacer,  MTDC  sold  its 
entire  interest,  resulting  in  a 
net  gain  of  $330,227.  In  the 
case  of  Vitronics,  MTDC  sold  a 
portion  of  its  interest,  resulting 
in  a  net  gain  of  $88,000.  The 
balance  of  the  Vitronics  stock, 
together  with  securities  in 
DISCOM,  Interleaf  and 
Cambridge  Analytical,  are  still 
held  by  MTDC.  These  securities 
will  be  liquidated  when: 
1 )  the  provisions  of  SEC 
regulations  and  contractual 
obligations  permit  their  sale, 


2)  the  value  of  the  securities 
will  yield  an  optimal  gain, 
and  3)  MTDC  requires  liquidity 
to  meet  operating  and  new 
investment  fund  needs. 

The  value  of  MTDC's 
holdings  in  DISCOM,  Vitronics, 
Cambridge  Analytical  and 
Interleaf  fluctuates  with  the 
value  of  their  stock  in  the 
public  market.  As  of  June  30, 
1986,  the  total  value  of  these 
securities,  based  upon  the 
market  bid  price  at  that  date, 
was  $4,621,000.  In  accordance 
with  MTDC's  accounting 
policies,  the  value  of  these 
publicly-traded  securities  is 
stated  at  cost  in  the  enclosed 
financial  statements. 
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Auditors'  Opinion 


Deloitte 

Haskins+Sells 


Massachusetts  Technology  Development  Corporation: 


We  have  examined  the  balance  sheets  of  Massachusetts  Technology 
Development  Corporation  as  of  June  30,  1986  and  1985  and  the 
related  statements  of  revenues,  expenditures,  and  changes  in  fund 
balances  for  the  years  then  ended.  Our  examinations  were  made  in 
accordance  with  generally  accepted  auditing  standards  and, 
accordingly,  included  such  tests  of  the  accounting  records  and  such 
other  auditing  procedures  as  we  considered  necessary  in  the 
circumstances. 

In  our  opinion,  the  accompanying  financial  statements  present  fairly 
the  financial  position  of  the  Corporation  at  June  30,  1986  and  1985 
and  its  revenues,  expenditures,  and  changes  in  fund  balances  for 
the  years  then  ended,  in  conformity  with  generally  accepted 
accounting  principles  applied  on  a  consistent  basis. 


August  8,  1986 
Boston,  Massachusetts 


Financial  Statements 


Balance  Sheets,  June  30,  1986  and  1985 


ASSETS NOTES  1986 1985 

GENERAL  SUPPORT: 

Cash  and  cash  equivalents $    143,962         $     144,406 

Interest  receivable 25,126  55,740 

Other  receivables: 

Sale  of  investment 125,000  130,227 

Insurance    proceeds 50,000 

Prepaid  expenses  and  deposits 23,975  6,693 

Leasehold  improvements  and  office  equipment  — 

at  cost  less  accumulated  depreciation  and  amortization 

of  $41,332  in  1986  and  $44,781  in  1985 2  38,327  43,586 

Restricted  cash  and  cash  equivalents 5  351,437  351,437 

Total  general  support 

RESTRICTED  FOR  INVESTMENT  PROGRAMS: 2,  3 

Cash  and  cash  equivalents 

Grants  receivable 3 

Investments 2,  3 

Total    restricted 

TOTAL  ASSETS 


LIABILITIES  AND  FUND  BALANCES 

GENERAL  SUPPORT: 

Accrued  liabilities $      62,600  $      52,850 

Fund    balance 695,227  679,239 

Total  general  support 757,827  732,089 

RESTRICTED  FOR  INVESTMENT  PROGRAMS: 

Fund    balance 3                    7,567,249  7,690,616 

TOTAL  LIABILITIES  AND  FUND  BALANCES $8,325,076  $8,422,705 


See  notes  to  financial  statements. 


757,827 

732,089 

2,387,446 

1,417,047 

800,000 

800,000 

4,379,803 

5,473,569 

7,567,249 

7,690,616 

$8,325,076 

$8,422,705 
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Statements  of  Revenues,  Expenditures,  and  Changes  in  Fund  Balances 

for  the  Years  Ended  June  30,  1986  and  1985 

1986 1985 

GENERAL     RESTRICTED               GENERAL     RESTRICTED 
NOTES     SUPPORT  FUNDS SUPPORT         FUNDS 

REVENUES: 
Appropriation  — 

Commonwealth  of  Massachusetts $     148,000  $     148,700 

Grants  — 

Commonwealth  of  Massachusetts.  .. .        3  $    800,000  $    800,000 

Gains  on  equity  investment 2  142,093  130,227 

Interest    earned 2  375,429  528, 1 85 

Management  fee  income 8  15,000 

Royalties  earned 38,920 

Gain  on  disposition  of  assets 47,316 

Miscellaneous 3,840     3,508     

Total  revenues 731 ,678  800,000  849,540  800,000 

EXPENDITURES: 

General  support 4  715,690  586,890 

RECOGNIZED  LOSSES  ON   INVESTMENTS  923,367 


EXCESS  (DEFICIENCY)  OF  REVENUES 

OVER  EXPENDITURES 15,988           (123,367)                  262,650  800,000 

INTERFUND  TRANSFER 5                                                                        (1 35,000)  1 35,000 

FUND  BALANCES,  BEGINNING  OF  YEAR .  679,239        7,690,616                    551,589  6,755,616 

FUND  BALANCES,  END  OF  YEAR $    695,227      $7,567,249              $    679,239  $7,690,616 


See  notes  to  financial  statements. 
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Notes  to  Financial  Statements 


1.    Organization  and 
Operations 


Summary  of  Significant 
Accounting  Policies 


Massachusetts  Technology  Development  Corporation  was  created  as 
a  body  politic  and  instrumentality  of  the  Commonwealth  of 
Massachusetts  on  October  19,  1978  pursuant  to  Chapter  497  of  the 
Acts  of  1978.  The  purpose  of  the  Corporation  is  to  provide  financial 
and  other  assistance  to  innovative  enterprises  in  Massachusetts  that 
have  the  potential  to  expand  and  generate  new  jobs  and  tax 
revenues.  The  Corporation  is  governed  by  a  Board  of  Directors 
consisting  of  eleven  members,  eight  of  whom  are  appointed  by  the 
Governor  from  the  private  sector  and  three  of  whom  are  public 
officials. 

The  Corporation  is  successor  to  the  Massachusetts  Science  and 
Technology  Foundation  (which  was  simultaneously  dissolved)  and 
assumed  all  rights,  assets  and  liabilities  of  the  Foundation. 
Appropriations  from  the  Commonwealth  have  been  a  significant 
source  of  funding  for  both  the  Corporation  and  its  predecessor. 
Through  1985,  the  appropriation  acts  imposed  an  obligation  to 
reimburse  the  Commonwealth  for  amounts  appropriated;  however,  in 
1972,  the  Massachusetts  Attorney  General  issued  an  opinion  that 
"such  continued  funding  by  the  Commonwealth  suggests  that  the 
Legislature  is  mindful  that  the  Foundation  requires  state  support  until 
such  time  as  it  is  able  to  be  self-supporting."  Accordingly,  the  liability 
to  the  Commonwealth,  if  any,  is  not  included  in  the  accompanying 
financial  statements.  Such  appropriations  total  $2,268,810  since 
inception,  including  $148,700  for  the  year  ended  June  30,  1985. 

Amortization  and  Depreciation 

Leasehold  improvements  are  stated  at  cost  and  are  being  amortized 
on  a  straight-line  basis  over  five  years.  Office  equipment  is  stated  at 
cost  and  is  being  depreciated  on  a  straight-line  basis  over  estimated 
useful  lives  ranging  from  three  to  ten  years. 

Investments 

Investments,  consisting  of  notes  receivable  and  investments  in  capital 
stock  (Note  3),  are  recorded  at  cost.  Upon  the  occurrence  of  a  specific 
event  which  creates  a  decline  in  value  which  is  determined  to  be 
other  than  temporary,  the  investment  is  written  down  and  an 
investment  loss  is  recognized.  Interest  earned  is  credited  to  the 
Corporation's  General  Support  Funds.  Gains  on  investments  are 
credited  to  the  Corporation's  General  Support  Funds  when  realized 
and  losses  are  charged  against  Restricted  Fund  Balances.  Repayments 
of  principal  and  proceeds  from  the  sale  of  equity  investments  (to  the 
extent  of  the  cost  basis)  remain  in  funds  restricted  for  investment 
programs.  During  the  years  ended  June  30,  1986  and  1985,  the 
Corporation  realized  gains  on  investments  totaling  $142,093  and 
$130,227,  respectively.  The  Corporation  charged  approximately 
$923,367  against  restricted  funds  as  losses  on  investments  for  the  year 
ended  June  30,  1986,  and  did  not  charge  any  such  amounts  for  the 
year  ended  June  30,  1985. 

Income  Taxes 

The  Corporation,  as  an  instrumentality  of  the  Commonwealth,  is  not 
required  to  pay  federal  or  state  income  taxes. 
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Notes  to  Financial  Statements 


3.    Investment  Programs 


Sources  of  Funds 

The  Corporation's  original  investment  funds  were  provided  in  1979  by 
a  $2,000,000  grant  (including  $28,000  in  start-up  costs)  from  the 
Economic  Development  Administration  (EDA),  U.S.  Department  of 
Commerce.  Under  this  grant,  the  Corporation  makes  loans  from  a 
Revolving  Loan  Fund  to  eligible  borrowers,  defined  as  Massachusetts- 
based  businesses  with  operations  involving  a  significant  amount  of 
technology,  which  are  located  in  EDA  Title  IV  redevelopment  areas 
and  which  meet  the  requirements  of  the  Corporation's  enabling  act. 

During  the  year  ended  June  30,  1981,  the  Corporation  was  awarded  a 
$1,000,000  grant  under  the  Corporations  for  Innovation  Development 
(CID)  program  of  the  U.S.  Department  of  Commerce.  The  grant  award 
was  for  the  purpose  of  establishing  another  revolving  loan  fund  to 
assist  in  the  creation  and  development  of  small,  innovative  high- 
technology  companies  in  Massachusetts.  In  addition,  the 
Commonwealth  of  Massachusetts  appropriated  $1,000,000  to  the 
Corporation  as  matching  funds  for  the  federal  grant.  The 
Commonwealth  appropriation  is  restricted  to  a  revolving  equity 
investment  fund. 

During  the  past  several  years,  the  Commonwealth  of  Massachusetts 
has  annually  appropriated  additional  funds  to  augment  the 
Corporation's  investment  fund.  For  the  years  ended  June  30,  1986  and 
1985,  such  appropriated  amounts  totaled  $800,000  each  year, 
bringing  the  cumulative  total  of  such  appropriations  to  $3,950,000. 

Investments 

During  the  years  ended  June  30,  1986  and  1985,  the  Corporation 
made  loans  and  equity  investments  in  aggregate  amounts  of  $641,720 
and  $1,817,612,  respectively.  Investments  in  the  capital  stock  of  some 
companies  include  certain  put  and  call  provisions.  The  terms  of  some 
notes  include  an  equity  participation  feature  such  as  rights  to  convert 
to  stock  at  a  predetermined  price,  warrants  to  purchase  common  stock 
or  royalties  on  gross  sales  or  on  net  profits,  in  addition  to  interest  due 
monthly  at  rates  varying  from  10%  to  17%  per  year.  Repayment  of 
principal  is  generally  due  in  monthly  installments  ranging  from  thirty- 
six  to  sixty  months  commencing  twelve  to  twenty-four  months  from 
the  date  of  the  loan.  Such  principal  payments,  however,  are 
subordinated  to  the  payment  of  certain  senior  debt  of  the  borrowers. 
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Notes  to  Financial  Statements 


A  summary  of  investment  activity  is  as  follows: 


Notes 
Receivable 


Equity 
Investments 


Total 


4.    General  Support 
Expenditures 


Investments  made: 

1980  through  1984 $3,358,072  $2,385,018  $5,743,090 

1985 1,031,281  786,331  1,817,612 

1986 316,000  325,720  641 ,720 

Total  investments 4,705,353         3,497,069         8,202,422 

Less  loan  principal  repay- 
ments and  equity  invest- 
ment costs  recovered (2,458,295)         (274,573)      (2,732,868) 

Loss  on  investments: 

1983-1984 (116,384)  (50,000)         (166,384) 

1985 —  —  — 

1986 (568,281 )         (355,086)         (923,367) 

INVESTMENT  BALANCE, 
JUNE  30,1986 $1,562,393       $2,817,410       $4,379,803 

During  1986,  the  Corporation  entered  into  agreements  with  certain 
portfolio  companies  which  provide  for  the  conversion  of  principal 
payments  of  notes  receivable  into  equity  as  note  payments  become 
due.  The  Corporation  may  cease  this  conversion  of  note  payments  at 
its  own  option.  The  principal  balances  of  notes  receivable  subject  to 
these  agreements  total  approximately  $48,438  at  June  30,  1986. 

As  of  June  30,  1986,  there  were  outstanding  commitments  for  loans 
and  capital  investments  totaling  $250,000. 

The  Corporation's  General  Support  Expenditures  for  the  years  ended 
June  30,  1986  and  1985  were  as  follows: 


1986 


1985 


Personnel    costs $480,468  $397,685 

Professional  expenses 31,909  28,785 

Occupancy    costs 79,975  74,056 

Office  services  and  supplies 59,262  41,666 

Travel,  meetings  and  conferences 28,618  20,043 

Publications  and  advertising 21 ,833  21 ,738 

Miscellaneous 13,625  2,917 

Total  expenditures $715,690  $586,890 
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Notes  to  Financial  Statements 


5.    Restricted  Cash  — 
General  Support 


6.    Office  Facility  Lease 


7.    Pension  Plan 


8.    Management  Fee  Income 


During  the  year  ended  June  30,  1985,  the  Board  of  Directors  voted 
to  restrict  a  total  of  $351,437  of  General  Support  funds  for  certain 
investment-related  activities,  and  for  the  year  ended  June  30,  1985, 
to  transfer  $135,000  from  General  Support  funds  to  Restricted  for 
Investment  Program  funds. 

The  Corporation  has  a  lease  commitment  for  office  space  extending 
through  April  1988.  The  agreement  provides  for  base  rent  plus 
operating  and  tax  escalation  clauses.  Minimum  base  rental 
commitments  under  this  agreement  are:  1987,  $66,125;  and  1988, 
$57,500.  Rent  expense  for  the  years  ended  June  30,  1986  and  1985 
approximated  $66,000  and  $56,000,  respectively. 

The  Corporation  has  a  defined  contribution  pension  plan  covering 
substantially  all  employees.  Terms  of  the  plan  require  the 
corporation  to  make  minimum  annual  contributions  of  10%  of 
salaries.  Contributions  charged  to  expense  in  1986  and  1985 
approximated  $26,400  and  $28,300,  respectively. 

On  March  31,  1986,  the  Corporation  entered  into  an  agreement  with 
the  Pension  Reserves  Investment  Trust  ("PRIT")  whereby  the 
Corporation  will  provide  investment  advisory  and  management 
services  relative  to  $2  million  of  PRIT  assets.  The  Corporation  will 
receive  an  annual  management  fee  of  $60,000  for  its  services  which 
was  prorated  to  $15,000  for  the  period  ended  June  30,  1986.  In 
addition,  the  Corporation  is  entitled  to  receive  20%  of  all 
distributions  resulting  from  the  sale  of  investments  after  the  original 
contribution  to  the  investment  fund  of  $2  million  has  been  returned 
to  PRIT. 
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AATDC  Board  of  Directors  and  Staff 


Board  of  Directors 


Officers  and  Staff 


HOWARD  N.  SMITH 

Chairman  of  the  Board 

President 

Kurzweil  Computer  Products,  Inc. 

HONORABLE  JOSEPH  D.  ALVIANI 
Secretary  of  Economic  Affairs 

DR.  JOHN  R.  EHRENFELD 
John  Ehrenfeld  &  Associates 


JOHN  F.  HODGAAAN 
President 

ROBERT  J.  CROWLEY 
Vice  President 

SUSAN  MASTER-KARNIK 
Director  of  Finance  and 
Investment  Analyst 


JOSEPH  S.  IANDIORIO,  ESQUIRE 
Patent  Counsel 

HONORABLE  FRANK  T.  KEEFE 
Secretary  for  Administration 
and  Finance 

TIMOTHY  J.  McNEILL 

Chairman,  Investment  Policy  Committee 

McNeill  Associates 

DR.  JUDITH  H.  OBERMAYER 
Treasurer  of  the  Board 
President 
Obermayer  Associates 

RON  E.  PAYNE 

Corporate  Purchasing  Manager 

Digital  Equipment  Corporation 

DR.  ALDEN  S.  RAINE 
Director,  Governor's  Office  of 
Economic  Development 

PHYLLIS  SHERRY  SWERSKY 
Secretary  of  the  Board 
Executive  Vice  President 
Artificial  Intelligence  Corporation 

PROFESSOR  DAVID  N.  WORMLEY 
Head,  Department  of  Mechanical 

Engineering 
Massachusetts  Institute  of  Technology 


BARBARA  A.  PLANTHOLT 
Senior  Investment  Analyst 

JEFFREY  DAVISON 
Investment  Analyst 

JOHN  B.  GOODRICH 
Investment  Analyst 

LAURA  MORRISSETTE 
Consultant 


ESTHER  E.  LARSON 
Office  Manager 

GAIL  M.  CORMIER 
Administrative  Assistant 

MARIE  B.  PHANEUF 
Public  Information  Officer 

KAREN  L.  BUTTS 
Staff  Accountant 

RUTH  L.  ROBER 
Secretary 
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Legal  Counsel 
Palmer  &  Dodge 
Boston,  Massachusetts 

Auditors 

Deloitte  Haskins  &  Sells 
Boston,  Massachusetts 

Bankers 

Shawmut  Bank  of  Boston,  N. 
Boston,  Massachusetts 


Massachusetts 

Technology 

Development 

Corporation 

84  State  Street 

Boston,  Massachusetts  02109 

Telephone  (617)  723-4920 


